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The Committee on Finance, to which was referred the Act
(H.R. 11997) to amend the Internal Revenue Code of 1954 with
respect to the tax treatment of certain divestitures of assets by bank
holg companies, having considered the same, reports favorably
thereon without amendment and recommends that the bill do pass.

I. SUMARY

In general, the Bank Holding Company Act Amendments of 1970
require a bank holding company (generally any company controlling
a bank) to divest either its banking or nonbanking properties on or
before December 31, 1980. At the time of enactment, it was anticipated
that the Congress would later consider the need for legislation to pro-
-ide relief from any tax burden resulting from the divestitures re-
quired under the Amendments.

With respect to distributions previously required under the Bank
Holding Company Act of 1956 (and its amendment in 1966), bank
holding companies which controlled two or more banks were permitted
to make tax-free distributions (referred to as "spinoffs") of either
their bank or nonbank assets, as the case may have been. This special
treatment provided for the nonrecognition of any gain to the share-
holders, upon the distribution to them of banking or nonbanking
property, including stock of a subsidiary. The tax on any gain realized
by shareholders, or on any property received by them, would be im-
posed upon their later disposition of the stock or other property
received in the spinoff.

The bill provides two possible methods in which tax relief may be
obtained by individuals and corporations for divestitures made by a



bank holding company of either bank or nonbank property under the

Bank Holding Company Act Amendments of 1970. First, the bill pro-

vides that a bank holding company may distribute either bank or non-

bank assets to its own shareholders without inclusion in income or

recognition of gain by such shareholders. This "spinoff" approach is
generally the same as that adopted for divestitures under the bank

holding company legislation enacted in 1956 and 1966. Second, the bill
permits a bank holding company to sell its banking or nonbanking
assets in a taxable sale or exchange. and to pay the income tax in-
curred by it in installments over a 10- year period to the extent the tax
is attributable to divestitures made pursuant to the Bank Holding
Company Act Amendments of 1970.

II. REAsoNs FOR BILL

Bank holding company legislation
The Bank Holding Act of 1956 was enacted in response to a concern

about concentrations of economic power if -holding companies were
allowed to control not only large numbers of banks but also non-
banking enterprises. A bank holding company was defined in the 1956
Act as an entity which owned or controlled 25 percent or more of the
voting shares of two or more banks.

In general, a corporation coming within the terms of the bank hold-
ing company legislation was given its choice of two alternative
routes-to remain a bank holding company, or to dispose of its interest
in banks. If the corporation decided to remain a bank holding ,coil-
pany subject to the supervision of the Federal Reserve Board, it had
to divest itself of any so-called "prohibited property," or nonbank
assets.

In 1966, a number of technical amendments were made to the 1956
Act and one exception to the definition of bank holding company was
removed.'

During the late 1960's, there was a dramatic growth not only in the
number of commercial banking enterprises which became affiliated
with one-bank holding companies, but also in the extent such entities
controlled commercial banking activity. As as result of this change
in the structure of U.S. commercial banking ownership, the Congress
enacted the Bank Holding Amendments of 1970.

Of the 1970 amendments, the most significant is the extension
of the Act to cover, for the first time, one-bank holding companies
(i.e., any company controlling 25 percent or more of the voting shares
of a bank). As a result, one-bank holding, companies are made sub-
ject to the requirements of the Federal Reserve Board regarding ex-
pansion in their banking activities. In addition, one-bank holding
companies which are engaged in both banking and nonbanking ac-
tivities are generally required to divest themselves of either their bank-
ing or nonbanking'assets before January 1. 1981. However, a "gand-!
father clause" in the 1970 amendments, provided that a one-bank hold-',
lug company is generally not required to divest itself of those non-

. The repealed exception had provided that a company wa not to be considered a bank
holding company if it was regiatcred prior to May 15. 1555. nder the Investment Cm-
p-nv et of o140 -n. a-' an affiliate of scoh a company) unlean the company or its
''i"ao (Irectiy owned 25 percent or more ot the voting shares of each of two or more
hanks,.



banking activities in which it was lawfully engaged on June 30, 1968.2
In addition, the Federal Reserve Board is authorized to determine

that a company owning between 5 percent and 25 percent of the voting
stock of a bank or nonbanking corporation possesses a "controlling in-
fluence" in the bank or nonbank and should also be treated as con-
trmlling the bank or nonbanking corporation.
Tax treatment of divestitures

In case of distributions required under the Bank Holding Company
Act of 1956 (and its amendment in 1966), bank holding companies
which controlled two or more banks were permitted to make tax-free
distributions (referred to as "spinoffs") of either their bank or non-
bank assets, as the case may have been. This special treatment provided
for the nonrecbgnition of any gain to the shareholders upon the dis-
tribution to them of banking'or nonbanking property, including stock
of i subsidiary. Instead, tax on any gain was imposed on the share-
holders upon their later disposition of the stock received in the spinoff.

In the absence of special tax legislation, many distributions required
tqbe made pursuant to the Bank Holding Company Act Amendments
of 1970 will be taxable to the distributees as dividends subject to
ordinary income rates.3

In addition, the bank holding company itself generally would be re-
quired to recognize gain on appreciated property (such as stock of a
banking or nonbanking subsidiary) distributed by it in a redemption
of its own stock, unless the distribution qualifies as a distribution in
complete or partial liquidation of the company.

4

On the other hand, if property is sold by a bank holding company to
satisfy the divestiture requirements, gain is recognized. The involun-
tary conversion provision of the tax law (sec. 1033), which provides
foyX onrecognition of gain, is not available, since this provision does
not treat these divestitures as an involuntary conversion. Conse-
quently, a direct sale by a bank holding company will ordinarily be
a taxable disposition, producing taxable gain or deductible loss.

While a distribution in the form of a spinoff (for which the relief
provided in 1956 and 1966 may he useful for some of the divestitures
made pursuant to the 1970 amendments, the number and typesof bank
holding companies which are subject to the 1970 legislation will, in

5
Pr erties which are covered by the grandfather pros-islon are not generally subject ts

the divetture requirements; however. in a situation of this type the Board retains si-
nificant controls on the authority of the bank hiding company to acquire new busi.s...s
or to hepand existing businesses, and may terminate applicahlity or the grandfather clause
for a company in certain cases.

3Geneyally. in the case of a redemption of stock by a bank holding company, the re-
demption would be treated as a sale or exchange of A capital asset by the shareholder,
rather than a dividend, only if the redemption Is not essentially equivalent to a dividend
(der. 02) or if the redemption is treated as a distribution in complete or partial llquida-
t55 of the company (see. 331)'. Nonrecognition treatment would he available If the din-
trialtion qualifies nnder the divisive reorganizaton provisions of present law see. 35),
Thtqprovision permits & corporation to distribute to Its wn shareholders stock of a con-
trolled (80 percent or greater ownership) corporation without an Imodite dividend tax
or reecgnition of gats by the receiving shareholders. Under this provision, the shareholders
m1V or many not imoltaneoaly exchange some of their stoch In tbe dStrlb tI g company.
Sevefal prerequisites must be sotlled before this benefit under section lad can be ob-
tained, however. Two of these resqoremento ore that both corporations ost bp egared
in active conduct of a trade or busisesa immediately ofter the distribution, and the dis-
trilbuted co-apanv must have actively conducted a trade or business for at least 5 years
bWpore the distribution.

Under the Tax Reform Act of 1969. recognition of gain by a eoporation name appue-
elated property to redeem its 0w05 toeI was reoilred in certain as tore. 12 (d). in-
eluded among the exceptions to thIn role was a distribution of stock or securities pursuant
to. a fies] judgment under an atitrust proceedtng. A similar exception for distributions
required under the Bank Holding Company Act was not considered necessary at that time.
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many instances, make the spinoff distribution impractical. For exam-
ple, some of the bank holding companies which will be subject to the
1970 amendments are widely held. In such a situation, the distribution
of the stock of a subsidiary to the shareholders of the bank holding
company would frequently result in many of the holding company a
shareholders receiving only a small number of shares (or in some
cases fractions of whole shares). Further, if the distribution consists
of stock issued by a bank which serves only a local or regional market,
the shareholders of the holding company would receive an investment
in which they may have little or no interest

In those cases where it is not feasible to distribute stock, many bank
holding companies will be forced to sell the interests required to be
-divested. In these circumstances, the committee believes that an a.I-
ternative form of relief should be provided.0

Accordingly, the bill provides two methods in which tax relief
'may be obtained by individuals and corporations for divestitures made
by a bank holding company (pursuant to the Bank Holding Company
Act Amendments of 1970) of either bank or nonbank property;
namely, a "spinoff" method and an installment payment of tax method.

III. ExPLANATiON or BL
As indicated above, the bill provides two possible methods in which

tax relief may be obtained by individuals and corporations for divesti-
tures made by a bank holding company of either bank or nonbank
property pursuant to the Bank Holding Company Act Amendments
of 1970.

First, the bill provides that a bank holding compan ma distribute
either the bank or nonbank assets to its own shareholders (or, in some
cases, security holders) without inclusion in income or recognition of
gain by these stock (or security) holders. However, any loss realized
by a shareholder (or security holder) as a result of a distribution may
be recognized. This "spinoff" approach is generally the same as that
adopted with respect to divestitures under the bank holding company
legislation enacted in 1956 and 1966.

Second, the bill permits a bank holding company to sell its banking
or nonbanking assets in a taxable sale or exchange and to pay the in-
come tax incurred at the corporate level in installments over at least
a 10-year period with respect to sales or exchanges made under the
divestiture requirements of the Bank Holding Company Amendments
of 1970.

The methods of tax relief for divestitures permitted by the bill are
not intended, however, to be exclusive. As a result they do not limit
the availability of any tax relief for dispositions covered specifically
by other provisions of the code. For example, a bank holding com-
pany could make a required divestiture by means of a spinoff covered
at the shareholder level by section 355 of present law (distribution of

5 is some cases, distribution of the stock oft .nsuidlay to the shareholder of the
holding company w111 not be feasible becas she holding company beiunable to aerelco acquloitlon Indebtedness, or to pay dividends on preferred strk wica
it iooed for the orgnal acquisition of the subsidiary.is oddities to th tax relief extended under present law to divestitures required under
the Bank foldiag company Act. nonrerognition of gain or loss treatment has been pro-rided i resp~~ect~ ttin ~exane required under F~ederal Oommonications Oommls-derchonges or distribution made in obedience to
orders of the Securities and Euchange Commissdon tsee. iensi.
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stock of a controlled corporation) if the specific requirements of that
provision are otherwise fully satisfied.
Spinoff method

With respect to the spinoff approach, the bill generally adopts the
provisions contained in present law (sees. 1101-1103), which applied
to divestitures made pursuant to the 1956 and 1966 bank holding com-
pany legislation.

In general, a corporation coming within the terms of the bank
holding company legislation of 1970 is given its choice of two alterna-
tive routes--to remain a bank holding company and divest its pro-
hibited nonbanking assets, or to dispose of its interest in banks and,
as a result, cease to be a bank holding company.

If a corporation decides to remain a bank holding company, subject
to supervision by the Federal Reserve Board, it must divest itself of
any "prohibited property" (that is, nonbank property). Under the
"spinoff" approach, nonbanking property (including stock) may be
distributed to a bank holding company's shareholders without recog-
nition of gain by them on the distribution.

For this purpose, "prohibited property," in general, means stock,
securities or other obligations, or other assets of nonbanking busi-
nesses to the extent the bank holding company is required to divest
itself of such assets, pursuant to the Bank Holding Company Act
Amendments of 1970. The term does not include cash, government
bonds or certain short term obligations.

The distribution of "prohibited property" may be made either di-
rectly to the shareholders of the corporation which is a bank holding
company (with or without a surrender by the shareholders of some of
their stock in the holding company) or may be transferred, together
with other nonbank property, to a wholly owned subsidiary created ex-
pressly for the purposes of receiving the prohibited property.' In the
latter situation, the stock of the subsidiary must be immediately dis-
tributed to the shareholders of the corporation which is a bank holding
company if the distribution is to qualify for nonrecognition of gain
to (or noninclusion in income of) the shareholders.

If a corporation which qualifies as a bank holding company decides
to cease to be a bank holding company (that is, if it wants to con-
tinue its nonbank activities), it must divest itself of its bank property.
Under the "spinoff" approach, it may distribute to its sharehold-
ers any bank stock or other property of a kind which causes it to
be a bank holding company, without the recognition of gain
to the distributee shareholders (if they exchange some of their stock
in the holding company) or without current inclusion in their income
(if they retain their stock in the holding company). As in the case

where a bank holding company divests its nonbanking property, as
indicated above, nonrecognition is available whether the bank stock or
other similar property is distributed directly to shareholders or
whether it is first transferred to a wholly owned subsidiary expressly

'In the case where a wholly owned subsidiary is created to receive the prohibited prop-
erty, certain amounts of working capital may be transferred in addition to the prohibited
property. However, the nonrecognition provisions of this bl would not apply if the
subsidiary receives a greater amount of working capital than is necessary under the
circumstances or if other evidence indicates the existence of a plan one of the principal
purposes of which is to distribute earnings and profits of a corporation.



created for the purpose and the stock of the subsidiary is then imme-
diately distributed to the shareholders of the parent company.

The spinoff provisions will not apply to a distribution of prohibito4
property if the bank holding company has made distributions of bank
property or has made an election under the installment payment pro-
vision with respect to the sale of bank property. Conversely, the spin-
off provisions will not apply with respect to distributions of 4bik
property if distributions of prohibited property have been made by
the bank holding company under the spinoff provisions, or if it has
made an election to pay the tax installments with respect to pro-
hibited property.

Pro rata distribution reguremtents.-In general, distributions must
be pro rata either with respect to all shareholders of the distributing
bank holding company or with respect to all holders of common
stock of the company. In the case of distributions to several classes
of shareholders, the determination of whether the distributions are
pro rata is to be made on the basis of the respective fair market values
of classes of stock. For this purpose, the respective fair market value
of the classes of stock may be determined as of a time reasonably
close to the date upon which distribution is made (e.g., two monthsbefore the distribution is actually made) so the exchange ratio, if any,may be specified in any prospectus required in connection with the
distribution.

Where the distribution is in exchange for stock (i.e., a redemptionof the bank holding company's own stock), the pro rata requirementwill be satisfied if a good faith offer to distribute is made on a uniformbasis to all shareholders (including preferred shareholders) or to allcommon shareholders of the holding company. The requirement of auniform offer means that the distributing company cannot offer dif-ferent types of property to different shareholders; rather, it mustoffer the same types of property to all of its shareholders or to all of
its common shareholders.

A limited exception is provided in the bill to permit non pro ratadistributions where the Federal Reserve Board requires it in order toeffectively separate banking and nonbanking businesses, e.g., if theresult of a pro rata distribution would be that the same small group
of shareholders would continue their respective interests in two cor-porations rather than one. This exception applies only in the case ofa qualified bank holding corporation which does not have more than10 individual shareholders (other than an estate) at any time duringthe period beginning on July 7,1970, and ending after the final distri-bution required under the Bank Holding Company Act is made.Further, this exception is to apply only if the Board certifies that apro rata distribution is not appropriate to effectuate the policies ofthe Bank Holding Company Act and that a disproportionate distri-bution is necessary or appropriate to effectuate such policies. In thiscase, the Board is to make such certification only after consultationwith the Secretary of the Treasury or his delegate. The requirement
for consultation with the Secretary or his delegate is intended to givethe Treasury Department an opportunity to advise the Board withrespect to tax avoidance possibilities which might result from a dis-
proportionate distribution.
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Where distributions of divestiture property (banking or nonbank-
big property as the case may be) are made directly by a qualified bank
holding corporation, the distributions may be pro rata with respect
to common shareholders without the surrender of shares of the dis-
tributing company held by them. In the case where the divestiture
property is transferred to a wholly owned subsidiary and then the
stock of the subsidiary is distributed, the common stocl of the subsidi-
-ary may be distributed to all shareholders or only to the common
shareholders of the distributing corporation without the surrender of
shares in the distributing corporation. In addition, preferred stock or
common stock in the subsidiary may be distributed in redemption of
the holding company's own common and preferred stock (subject,
however, to the tender offer requirement under the pro rata rule in the
bill). In addition, if the exception to the pro rata requirements
applies, the holding company may distribute preferred or common
stock or securities of the subsidiary in exchange for the holding com-
pany's own securities.

Effect on shareholder.-If shareholders of a bank holding company
'do not recognize gain on a distribution of property to them in exchange
for stock or securities held by them in the holding company, the basis
of the property received by a shareholder is the same as the basis of
the stock or securities exchanged. If property is received by such share-
holders without an exchange of stock by them, the shareholder is re-
quired to allocate his basis in the stock of the bank holding company
between such stock and the property distributed to him. Thus, the tax
which would have otherwise been incurred by a shareholder with re-
spect to a distribution is generally postponed until the shareholder dis-
poses of the stock or property which is received.

Use of appreciated property by corporation to redeem its stock.-
As a result of the Tax Reform Act of 1969, present law taxes any
gain to a corporation which distributes appreciated property in re-
.demption of its own stock (sec. 311(d)). However, a number of ex-
ceptions were provided to this rule at that time.s The bill adds another
additional exception providing that gain will not be recognized by a
corporation distributing appreciated stock of a pre-existing banking
or nonbanking subsidiary in redemption of its own stock.

This additional exception to section 311(d) is not to be available
for distributions of assets other than stock. Morever, the exception is to
be available only for distributions made directly by the holding com-
pany, (under new secs. 1101(a) (1) or (b) (1)) and does not apply to
distributions of stock of any newly created subsidiary.' This excep-
tion is not to apply where the distributee is a tax-exempt organization.

Other than this exception for the distribution of appreciated stock,
the usual provisions of the tax laws applying to the distributing com-

'The rule does not apply to (1) a distribution In partial or complete liquidation of
a corporation, (2) a distribution of stock or securities in a divisive reorganization, (3)
certain complete redemptions of a 10-percent shareholder, (4) certain distributions of
stock of a 50-percent controlled corporation t5) certain distributions of stock or securi-
ties pursuant to the terms of a judgment requiring divestiture under the antitrust laws,
(6) certain distributions in redemption of stock to ay death taxes. (7) certain distrib-
tions to a private foundation in redemption of steoc. and (8) certain distributions by a
regulated investment company in redemption of its stock.

o if stock of a newly crested subsidiary could be distributed under the protection of the
new exemption to see. 311(d). the rule limiting the exception to stock distributions could
be circumvented by transferring business assets to a newly created subsidiary and then
distributing the stock of that subsidiary to the shareholders of the bank holding company.



pany. That is, gain generally is recognized to the distributing corpora-
tion in the case of distributions of LIFO inventory, in the case of dis-
tributions of property subject to a liability in excess of its adjusted
basis, and in the case of distributions of certain installment obligations
(sesc. 311 and 453). In the case of distributions of property in kind, the
depreciation recapture provisions are to apply as under present law

secss. 1245 and 1250). Further, the investment credit recapture pro-
visions are to apply as under present law with respect to dispositions
of depreciable tangible property (sec. 47).

Instalment method
The second form of tax relief provided by the bill permits the tax-

payer to make installment payments of the tax attributable to a
divestiture accomplished by a sale or taxable exchange of bank or non-
bank property, as the case may be. Under the installment payment
provision, a bank holding company selling bank property or nonbank
property, after July 7, 1970, may elect to pay the tax attributable to
the sale in equal annual installments. The first installment is to be due
on the due date of the taxpayer's return of taxes for the taxable year
in which the sale occurred. The installments are to be paid- annually
thereafter with the last installment payable on the due date of the tax-
payer's return in 1985, or, if later, on the corresponding date 10 years
after the due date for the year in which the sale occurred. If the tax-
payer makes more than one sale under the 1970 bank holding company
legislation, the tax attributable to each sale may be paid on an install-
ment basis beginning in the year after each sale was made.

As indicated above, the bill provides for a minimum installment
period of 10 years. Thus, in the case of a sale in 1980, the installment
period would be available until 1990 (rather than 1985). However,
interest is not imposed upon the deferred tax in the case of install-
ments due through 1985, but is payable with respect to installment
payments due after 1985.

The installment payment of tax is not to be available for a sale of
nonbank property if the bank holding company elects to apply the
provision to the sale of bank property or if the company has dis-
tributed bank property under the spinoff provisions. Conversely, the
installment payment of tax is not to apply with respect to a sale of
bank property if the bank holding company elects to pay the tax in
installments with respect to nonbank property or has distributed non-
bank property under the spinoff provisions. If the bank holding com-
pany elects to report gain on a sale under the regular installment
method (section 453), it is not to be entitled also to elect for this sale
the special installment method provided here.

If the company elects to pay the tax in installments, the payments
are to be accelerated and the tax paid in full if G) an installment is
not paid on or before its due rate: or (ii) the Federal Reserve Board
fails to make a certification, within the time prescribed that the com-
pany has disposed of all the property the disposition of which is neces-
sary to effectuate the policies of the Bank Holding Company Act or
that the company has ceased to be a bank holding company.

If the company elects to pay the tax in installments, the Secretary
of the Treasury or his delegate may, if he feels that it is necessary to
ensure payment of the tax, require the company to flurnish a bond.
The provision relating to bonds (sec. 6165) where the time to pay the



tax has been extended, is to apply as though the Secretary is extending
the time for the payment of tax. The running of the period of
limitations for the collection of the tax attributable to a sale is to
be suspended for the period during which there are any unpaid
installments.
Rules of General Applicability

The tax relief provided under the bill is available for divestitures
occurring from July 7, 1970, through December 31, 1980. In general, a
bank holding company must be qualified as such and the property
being divested must have been held as of July 7,1970. This date is the
date upon which the Senate Banking and Currency Committee an-
nounced that it was reporting out a bill dealing with one-bank holding
companies. This restriction is considered necessary to preclude tax
relief for acquisitions made after it became clear that the separation
of banking and nonbanking businesses was to be required of the one-
bank holding companies.

Since the Bank Holding Company Act of 1970 requires all divesti-
tures to be made by December 31, 1980, the tax relief is made available
only for those divestitures which will have taken place by that date.

Qualification of holding company.-Under the bill, a bank holding
company is treated as a "qualified bank holding corporation" only
if it was "controlling" a bank for purposes of the Bank Holding Com-
pany Act as of July 7, 1970, or is later determined to be a qualified
bank holding company because of (1) property acquired by it on or
before July 7, 1970, or (2) propety recivd after such date in a dis-
tribution rnom another qualfedn aeeholding corporation, or (3)
stock of a subsidiary it acquired after that date if the subsidiary was
created for the purpose of receiving property required to be distrib-
uted by the company.

Generally, this definition includes a company which directly or indi-
rectly owned 25 per cent or more of the stoc of a bank or another
bank holding company on July 7, 1970. In addition, the definition
includes a company subsequently determined to be a bank holding
company by the Federal Reserve Board because it exercises a "con-
trolling influence" over a bank if the determination was made on the
basis of the bank shares owned as of July 7, 1970, by the company.
Thus, in such a case, the determination of the Federal Reserve Board
is to be given retroactive effect for purposes of the tax provisions. Of
course, the provisions of the bill relate solely to the treatment of a
company as a qualified bank holding corporation for tax purposes.
They do not relate in any respect to the effect, if any, of the Board's
determination for purposesof the Bank Holding Company Act, e-g.,
applicability of grandfather privileges under the Act.?0

The bill extends the tax relief provisions to distributions or sales by
a subdisiary of a bank holding company. These distributions or sales
would be subject to the same requirements applicable to the "parent"
holding company, e.g., the property must satisfy the cutoff date and

I Generally, It is the position of the Federal Reserve Board that a determination relating
to the otatos of a companyv ao a hank holding company will be retroactive only when the
company directly ownd as much as 25 percent of a hank. A finding that a cam pany Is a
hank holding company hecaooe of Ito "controlling Infiuence" is not given retroactive effect.
t5Federal Reoerve Order of January 15. 1976. relating to Orwig a Co.. INo., and Peooal
Corp.-Pierce Motionol Life Isoaoce Co., 1973 Federal Reserve Bulletin 218.) in most
cases, the prospective determination of status as a bank holding company results in the
denial of grandfather privileges under the Bank Holding Company Act.

S. Sept. 94-1192----2



the Federal Reserve Board must certify that divestiture is necessary
or appropriate to effectuate the policies of the Act.1' For this purpose,
the term "subsidiary" has the same meaning as under the Bank Hold-
ing Company, Act i.e., generally, a subsidiary is a company in which
the holding company directly or indirectly owns 25 percent or more of
the voting stock.

Under the bill, a successor corporation in a type "F" reorganization
(mere change in identity or place of incorporation) is to be treated as
a qualified bank holding corporation if its predecessor satisfied the,
qualification requirements.

Eligibility of property.-The tax relief is, generally, available only'
for distributions of property owned on July 7, 1970, by a qualified.
bank holding corporation. This restriction is not generally to apply
to property acquired after that date if it is received in a distribution
by another bank holding corporation, or to the stock of a subsidiary.
which is created to receive the property required to be distributed by,
the holding company.

In addition, the cutoff date is not generally to apply to certain,
other "substituted" property received by a bank holding company in
a nontaxable transaction. Thus, the cutoff date is not to apply to non-
taxable stock dividends received by the holding company, property
received in a liquidation of a subsidiary in which gain or loss was not
recognized, and property received in certain reorganizations to the
extent gain or loss was not recognized. The reorganizations within the
scope of the substituted property rules include mergers (a type "A"
reorganization)," stock-for-stock exchanges (a type "B" reorganiza-,
tion), recapitalizations (a type "E" reorganization) and mere changes
in identity or place of incorporation (a type "F" reorganization).
If. in any of these reorganizations, additional consideration is received
by the holding company which is required to be recognized under
present law (sec. 356), this additional property is not to be treated
as substituted property under the bill althoughh the additional con-
sideration will not prevent nonrecognition property received in the
same reorganization from being treated as substituted property for
purposes of this bill).

The substituted property rules are to apply to property received
in the liquidation of a subsidiary only if the property could have been
distributed to shareholders without the recognition of income under
the provisions, e.g.. the property was held by the subsidiary on July 7,
1970. Property received in a Inerger or stock-for-stock exchange are to
qualify under the substituted property rules if it is received in ex-
change for property which satisfied the cutoff date and the substituted
property is also required to be divested. Also, there may be successive
transactions involving substituted property and the substituted prop-

a in certain cases, a parent carporatian ma be treated as a bank holding company be-ca ...e its s bidla awn... .tats in a ank. If the corporatioa awning the bank a c Ys
subsidiary for sproaes iaw g earr ly tha parent carparation awas se percent a

oe eating stack), tax relief under the diesture provisiass in aeaiinae because the nab-
aidiarv could be liquidated into ie parent carparatia witab le recgautian at gain.
and then the parent corporation caoid diateibate the bank stak ta it ahareaidera witotain
recognition of Income by tbe shareholders. However. a company may be treated as asabi) diarr at a bask hotling taompany under ike bank kaiding company pravisioas it theheading company awns i5 percent at mare at its stack. Thas. in te tsare were a gorpora-tian is treated as a subsidiary under the Bank holding company Act bat nat under iheiaternai Revean cade bank stok awned by the sabidiary my not be distribated without
the r nc lti on at inc m e unlean it s treated as a bank voidin pn bis would include mergers treated as a type ', c mranin

dp d rre ia oraizn w nuin t

at a _a)alii r c a a cotroiling merged crr.ration as described in ection
itS(a)(2) (k) t (E).



erty rules will be satisfied so long as the property acquired after Julv 7,-
1970, can be traced back through successive tax-free transactions to
property held on that date.

Under present law, one of the requirements for a tax-free reorga-
nization is that there be a continuity of interest on the part of those
persons who, directly or indirectly, were the owners of the enterprise
prior to the reoranization (Reg. § 1.368-1). The Internal Revenue
Service has ruleJ that the continuity of interest requirements are
satisfied even though, at the time of the reorganization, a shareholder
was required by a court decree under the antitrust laws to dispose of
the stock by the end of a 7-year period (Rev. Rul. 66-23, 1966-1 C.B.
67). The committee understands that in some situations a bank holding
company which desires to continue to engage solely in nonbanking
activities may, before making a divestiture, transfer its banking prop-
erties to another corporation in a nontaxable reorganization. If stock
received in the other corporation is promptly divested by the holding
company, the prior transaction might not qualify as a tax-free reorga-
nization on continuity of interest grounds because of the divestiture re-
quirements. Solely in order to facilitate divestitures under the tax
provisions of the bill, the committee intends that the tax status of a
reorganization in these circumstances should not be adversely affected
by the divestiture requirements under the Bank Holding Company Act
where a bank holding company disposes of shares received in the
reorganization shortly after the reorganization occurs.

Five-percent ownership rule.-Regulations promulgated under pres-
ent law (sec. 1101), provides that, to the extent that the distribution
made by the bank holding company represents a 5 percent (or less)
interest in the stock of a company, nonrecognition treatment is not
available. This position is based upon the fact that the bank holding
company legislation exempts from the divestiture requirement an in-
terest in a company which does not include more than five percent of
the outstanding shares of the company. Your committee believes that
a bank holding company making a distribution of either bank prop-
erty or nonbanking property, under the divestiture requirements of
bank holding company legislation, should be eligible for tax relief
under the bill on the entire amount. Consequently, the bill provides
the the term "prohibited property" also includes shares of any com-
pany which a bank holding company may retain under the Bank
Holding Company Act (sec. 4(c) (6)) if shares of a company are
owned in excess of 5 percent and treated as property subject to the
divestiture requirements of the Act.

"Grandfather" property.-The bill provides that the determination
of whether property is eligible for tax relief under the bill is to be
made without regard to the grandfather proviso of sec. 4(a) (2), of
the Bank Holding Company Act. i.e., property held before une 30,
1968. Thus, even though property may be retained because it repre-
sents pre-June 30, 1968 activities which are not generally subject to the
divestiture requirements), it may be eligible for tax relief if the Board
certifies that, without regard to the grandfather privileges, the dis-
tribution is necessary or appropriate to effectuate the purposes of the
bank holding company legislation. However, the tax relief is to be
available only if the company irrevocably elects to forego the exemp-
tion from the divestiture requirements as to all property to which the
exemption applies.



Certain family owned companies.--The Bank Holding Company
Act of 1956 (see. 4(c) (ii)) provides an exception to the divesti-
ture requirements for a company covered by the 1970 amendments if
more than 85 percent of the voting stock was collectively owned on
June 30, 1968, and continuously thereafter, by members of the same
family (or their spouses) who are lineal descendants of common
ancestors. The bill extends the tax relief provisions to cover a com-
pany coming within this exemption if the company elects to waive
the application of the exemption and dispose of either all of its bank
property or all of its nonbanking property. In other respects, the
requirements for obtaining the tax relief are to be the same as for any
,other bank holding company, e.g., the property must be held by the
bank holding company on July 7, 1970 and the Federal Reserve Board
must certify that the disposition is an appropriate reflection of the
general divestiture requirements of the Bank Holding Company Act.

Certification by Federal Reserve Board.-Under the bill, the Fed-
eral Reserve Board is required to make both an initial certification
before any distribution or sale by a bank holding company and a final
certification that the required distribution or sale has been made. Ini-
tially, the Board must certify that the distribution or sale is necessary
or appropriate to effectuate the policies of the bank holding company
legislation. In addition, the Board must issue a final certification,
before the close of the calendar year following the calendar year in
which the last distribution or sale occurred, to the effect that the
corporation has disposed of all the property which is necessary or
Act. In the case of divestitures of bank property, nonrecognition treat-
ment is not to apply unless the Board certifies, before the close of the
calendar year following the calendar year in which the last distribu-
tion occurred, that the corporation has ceased to be a bank holding
company.

The periods of limitation (provided in sec. 6501) are not to expire
with respect to a deficiency resulting from a distribution made under
the spinoff provisions until five years after the corporation notifies the
Secretary that the final certification (referred to above) has been
made or that the final certification will not be made.

Special successor corporation rules.--The bill contains a special suc-
cessor corporation rule to deal with a situation brought to the com-
mittee's attention. In this case, a company became a bank holding
company in 1974 through certain tax-free transactions in which it
succeeded " to the controlling interests in banks and nonbanking assets
owned by another corporation, which is a trusted affiliate. In connec-
tion with these tax-free transactions, a predecessor corporation, which
would have been treated as a qualified bank holding corporation be-
cause it satisfied the general cutoff date of July 7, 1970, was merged
into a newly chartered bank corporation.

The effect of this special rule is to treat the corporations involved in
the tax-free transactions occurring after July 7, 1970 and before Au-
gust 1. 1974 and any subsidiaries 10 of these corporations as satisfying
the general cutoff date of July 7, 1970. In addition, the shares of tile
trusteed corporation (which are held for the benefit of the new control-
ling corporation as a result of the tax-free transactions) are to be

tBe a triangular merger and transfers of beneficial interests by the shareholders ofthe redeceoar corporation.1For ths Purpose, the term "subsidiary" means a subsidiary within the meaninga? the Bank Holding Company Act, i.e., a company in which the holding companydirectly or indirectly owns 25 percent or more of the voting stock.



treated as property acquired in substitution for property which satis-
fied the cutoff date. The special rule would not apply to property ac-
quired after the date on which the tax-free transactions occurred un-
less the general substituted property rules described above apply.
Effective Dates

The "spinoff" amendments made by the bill are to be effective with
respect to distributions after July 7, 1970. The bill, however, is to take
effect on October 1, 1977. The effective date of the bill is postponed
until October 1, 1977, so that there will be no revenue loss until fiscal
year 1978.1

In the case of distributions occurring before enactment of the bill,
the period of limitations for refunds or credits is extended for one year
following the October 1,1977.

The provision relating to nonrecognition of gain by a corporation
using appreciated property to redeem its stock is to apply to distribu-
tions made after December 31, 1975. However, the bill also provides
that this provision is not to take effect until October 1, 1977.

The installment payment of tax provision is to apply to sales made
after July 7. 1970. The bill, however, is not effective until October 1,
1977. As in the case of the spinoff approach, the postponement of the
effective date of the bill is provided so that there will be no revenue
loss until fiscal year 1978.

In the case of any sale which takes place on or before 90 days after
the date of enactment, a certification by the Federal Reserve Board is
to b, treated as made before the sale if application for the certification
is made within 90 days after the date of enactment.

In the case of a sale occurring before enactment of the bill, refunds
or credits are to be available for the portion of the tax attributable to
the sale not yet due on October 1, 1977 under the installment payment
provision. Under the bill, no refund may be made or credit allowed
under the provision before October 1, 1977.

Any refund due under this provision may be used by the Internal
Revenue Service as an offset to any outstanding deficiencies as pro-
vided under present law (sec. 6402). In the case of refunds attrib-
utable to sales, in two or more taxable years the refunds attributable
to the sales are to be used in the order of time as offsets to the de-
ficiencies arising in the order of time and in the manner provided under
present law where the taxpayer does not specify the liability being
satisfied (first as to interest, second as to penalties, and third as to
tax liabilities).

In the case of an overpayment arising from the installment provi-
sions interest to the taxpayer is to be allowed for only for periods
6 months or more after the later of the date of enactment, the date
on which application for refund is filed, or the due date for filing the
income tax return for the taxable year in which the sale occurs.

'In the case of any distribution which takes place on or before 90 days after the date
of theenactment of this bill, the requirement that the Federal Reserve Board certify that
the distribution is necessary or appropriate to effectuate the purposes of the Bank Hold-
ing Comany Act is to be treated as made before the distribution If as app Ulon for
certificat ion is made before the close of the 90th day after the date of ensetmeot.aThe toot
certification requiredd by section aole(e)) is to be treated as made before the close of the
calendar year following the calendar year in which the last distribution occurred if appli-
cation for that certification is also made before the close of the 90th day after the date
of enactment.



IV. COSTS OF CARRYING OUT THE BILL AND VOTE OF TM COmnsr
IN REPORTING H.R. 11997

Revenue cost
In compliance with section 252(a) of the Legislative Reorganiza-

tion Act of 1970, the following statement is made relative to the costs
incurred in carrying out H.R. 11997. The bill would become effective
on October 1. 1977, so that there would be no revenue effect for fiscal
year 1977. Thereafter, the revenue loss is estimated to be approxi-
mately $50 million in fiscal year 1978, $25 million in fiscal year 1979,
$50 million in fiscal year 1980, and $60 million in fiscal year 1981. Of
this amount, $125 million would be returned to the Treasury during the
period 1981 through 1990 as installment payments are made with re-
spect to the taxes deferred under the installment payment method.

In accordance with section 403 of the Congressional Budget Act of
1974. the Director of the Congressional Budget Office has not made
an estimate or comparison of the estimates of the cost of H.R. 11997,
but has examined the committee's estimates and agrees with the meth-
ods and the dollar estimates resulting therefrom.
Vote of the committee

In compliance with section 133 of the Legislative Reorganization
Act of 1946, the following statement is made relative to the vote by
the committee on the motion to report the bill. H.R. 11997 was ordered
reported by a voice vote.

V. CHANGES IN ExIsTInG LAW

In compliance with subsection 4 of rule XXIX of the Standing
Rules of the Senate, changes in existing law made by the bill as re-
ported, are shown as follows (existing law proposed to be omitted is
enclosed in black brackets, new matter is printed in italics, existing
law in which no change is proposed is shown in roman):

INTERNAL REvEiuE CODE OF 1954

Subtitle A-Income Taxes

CHAPTER 1-NORMAL TAXES AND SURTAXES

Subchapter C-Corporate Distributions and
Adjustments

PART I-DISTRIBUTIONS BY CORPORATIONS

Subpart B--Effects on Corporation
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SEC. 311. TAXABILITY OF CORPORATION ON DISTRIBUTION.
(a) GENERAL RULE.-Except as provided in subsections (b), (c),

and (d) of this section and section 453 (d), no gain or loss shall be
recognized to a corporation on the distribution, with respect to its
stock, of-

(1) its stock (or rights to acquire its stock), or
(2) property.

(b) LIFO INVE NTORY.-
(1) RECOGNITION OF OAIN.-If a corporation inventorying

goods under the method provided in section 472 (relating to
last-in, first-out inventories) distributes inventory assets (as de-
fined in paragraph (-2) (A)), then the amount (if any) by which-

(A) the inventory amount (as defined in paragraph
(2) (B)) of such assets under a method authorized by section

471 (relating to general rule for inventories), exceeds
(B) the inventory amount of such assets under the method

provided in section 472,
shall be treated as gain to the corporation recognized from the
sale of such inventory assets.

(2) DEFINITION.-For purposes of paragraph (1)-
(A) INVENTORY ASSET.-The term "inventory assets"

means stock in trade of the corporation, or other property of
a kind which would properly be included in the inventory of
the: corporation if on hand at the close of the taxable year.

(B) INVENTORY AMOUNT.-The term "inventory amount"
means in the case of inventory assets distributed during a tax-
able year, the amount of such inventory assets determined as
if the taxable year closed at the time of such distribution.

(3) METHOD OF DETERMINING INVENTORY AMOUNT.-For pur-
poses of this subsection, the inventory amount of assets under a
method authorized by section 471 shall be determined-

(A) if the corporation uses the retail method of valuing
inventories under section 412, by using such method, or

(B) if subparagraph (A) does not apply by using cost or
market, whichever is lower.

(c) LIABILITY IN ExcEss OF BAsI.-If-
(1) a corporation distributes property to a shareholder with

respect to its stock,
(2) such property is subject to a liability, or the shareholder

assumes a liability of the corporation in connection with the dis-
tribution, and

(3) the amount of such liability exceeds the adjusted basis
(in the hands of the distributing corporation) of such property,

then gain shall -be recognized to the distributing corporation in an
amount equal to such excess as if the property distributed had been
sold at the time of the distribution. In the case of a distribution of
property subject to a liability which is not assumed by the shareholder,
the amount of gain to be recognized under the preceding sentence shall
not exceed the excess, if any, of the fair market value of such property
over its adjusted basis.

(d) APPRECIATED PROPERTY UsED To REDEEM STOCK.-
(1) I GENERAL.-If-



(A) a corporation distributes property (other than an
obligation of such corporation) to a shareholder in a redemp-
tion (to which subpart A applies) of part or all of his stock
in such corporation, and

(B) the fair market value of such property exceeds its
adjusted basis (in the hands of the distributing corporation),

then again I shall be recognized to the distributing corporation in
an amount equal to such excess as if the property distributed had
been sold at the time of the distribution. Subsections (b) and (c) shall
not apply to any distribution to which this subsection applies.

(2) EXCEPTmONS AND LIMTATIoNs.-Paragraph (1) shall not
apply to-

(A) a distribution in complete redemption of all of the
stock of a shareholder who, at all times within the 12-month
period ending on the date of such distribution owns at least
10 percent in value of the outstanding stock of the distribut-
ing corporation, but only if the redemption qualifies under
section 302(b) (3) (determined without the application of
section 302(c) (2) (A) (ii)) ;

(B) a distribution of stock or an obligation of a corpora-
tion-

i) which is engaged in at least one trade or business,(ii) which has not received property constituting a
substantial part of its assets from the distributing cor-
poration, in a transaction to which section 351 applied or
as a contribution to capital, within the 5-year period end-
ing on the date of the distribution, and

(iii) at least 50 percent in value of the outstanding
stock of which is owned by the distributing corporation
at any time within the 9-year period ending one year
before the date of the distribution;

(C) a distribution before December 1, 1974, of stock of a
corporation substantially all of the assets of which the dis-
tributing corporation (or a corporation which is a member
of the same affiliated group (as defined in section 1504(a))
as the distributing corporation) held on November 30, 1969,
if such assets constitute a trade or business which has been
actively conducted throughout the one-year period ending on
the date of the distribution ;

(D) a distribution of stock or securities pursuant to the
terms of a final judgment rendered by a court with respect to
the distributing corporation in a court proceeding under the
Sherman Act 26 Stat. 209; 15 U.S.C. 1-7) or the Clayton
Act (38 Stat. 730; 15 U.S.C. 12-27), or both, to which the
United States is a party, but only if the distribution of such
stock or securities in redemption of the distributing corpora-
tion's stock is in furtherance of the purposes of the judgment;

(E) a distribution to the extent that section 303(a) (re-
lating to distributions in redemption of stock to pay death
taxes) applies to such distribution;

1 Probably should be "a go.".



(F) a distribution to a private foundation in redemption
of stock which is described in section 537(b) (2) (A) and
(B) ; [and]

(G) a distribution by a corporation to which part I of
subchapter M (relating to regulated investment companies)
applies, if such distribution is in redemption of its stock
upon the demand of the shareholder [.] ; and

(H) a distribution of stock to a distributee which is not
an organization exempt from tax under section 501 (a), if
with respect to such distributed, subsection (a) (1) or (b) (1)
of section 1101 (relating to distributions pursuant to flank
Holding Company Act) applies to such distribution.

Subehapter O-Gain or Loss on Disposition of Property

Part I. Determination of amount of and recognition of gain or loss.
Part II. Basis rules of general application.
Part III. Common nontaxable exchanges.
Part IV. Special rules.
Part V. Changes to effectuate F.C.C. policy.
Part VI. Exchanges in obedience to S.E.C. orders.
Part VII. Wash sales of stock or securities.
Part VIIL Distributions pursuant to Bank Holding Company Act [of 19561.
Part IX. Distributions pursuant to orders enforcing the antitrust laws.

PART VIII-DISTRIBUTIONS PURSUANT TO BANK
HOLDING COMPANY ACT [OF 1956]

Sec. 1101. Distributions pursuant to Bank Holding Company Act [of 19561.
Sec. 1102. Special rules.
Sec. 1103. Definitions.

SEC. 1101. DISTRIBUTIONS PURSUANT TO BANK HOLDING COMPANY
ACT [OF 1956].

(a) DisTmurioNs OF CsaTAsix NoN-BANKING PROPERTY.-
(1) DIsTRiBuTroNs OF innsoiImr PRoPERTY.-If--

(A) a qualified bank holding corporation distributes pro-
hibited property (other than stock received in an exchange to
which subsection (c) (2) applies)-

(i) to a shareholder (with respect to its stock held by
such shareholder(, without the surrender by such share-
holder of stock in such corporation [; or], or

(ii) to a shareholder, in exchange for its preferred
stock [; or], or

(iii) to a security holder, in exchange for its securities
[;and], and

(B) the Board has, before the distribution, certified that
the distribution of such prohibited property is necessary or
appropriate to effectuate section 4 of thank Holding Com-
pany Act [of 19561,

then no gain to the shareholder or security holder from the re-
ceipt of such property shall be recognized.

S. Rept. 94-1192----S



(2) DISTRIBUTIONS OF STOCK AND SECURITIES RECEIVED IN AN EX-

CHANGE TO WHICH SUBSECTION (C) (2) APPLIES.-If-

(A) a qualified bank holding corporation distributes--
(i) common stock received in an exchange to which

subsection (c) (2) applies to a shareholder (with respect
to its stock held by such shareholder), without the sur-
render by such shareholder of stock in such corporation
[;or], or

(ii) common stock received in an exchange to which
subsection (c) (2) applies to a shareholder, in exchange
for its common stock [; or], or

(iii) preferred stock or common stock received in an
exchange to which subsection (c) (2) applies to a share-
holder, in exchange for its preferred stock [; or], or

(iv) securities or preferred or common stock received
in an exchange to which subsection (c) (2) applies to a
security holder in exchange for its securities [; and l and

(B) any preferred stock received has substantially the
same terms as the preferred stock exchanged. and any securi-
ties received have substantially the same terms as the securi-
ties exchanged,

then, except as provided in subsection (f), no gain to the share-
holder or security holder from the receipt of such stock or such
securities or sucl stock and securities shall be recognized.

[(3) No- PRO RATA DiSTRIBUTIOs.-Paragraphs (1) and (2)
shall apply to a distribution whether or not the distribution is pro
rata with respect to all of the shareholders of the distributing
qualified bank holding corporation.]

(3) PRo RATA AND OrER REQUIREENTS-
(A) IN GENERL.-Paragraphs (1) and (2) of this subsec-

tion, or paragraphs (1) and (2) of subsection (b), as the
case may be, shall apply to any distribution to the share-
holders of a qualified bank holding corporation only if each
distribution-

(i) which is made by such corporation to its share-
holders after July 7, 1970, and on or before the date on
which the Board makes its final certification under sub-
section (e), and

(ii) to which such paragraph (1) or (2) applies (de-
termined without regard to this paragraph),

meets the requirements of subparagraph (B), (C), or (D).
(B) PRO RATA REQUIREMENTS.--A distribution meets the

requirements of this subparagraph if the distribution is pro
rata with respect to all shareholders of the distributing quali-
fied bank holding corporation or with respect to all share-
holders of common stock of such corporation.

(C) REDEMPTION8 WREN UNIFORM OFFER 18 MADE.-A distri-
bution meets the requirements of this subparagraph if the
distribution is in exchange for stock of the distributing quali-
fled bank holding corporation and such distribution is pur-
suant to a good faith offer made on a -iform basis to al
shareholders of the distributing qualified bank holding car-
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poration or to all shareholders of common stock of such
Corp)oatiom

(D) NON-PRO RATA DISTRIBUTIONS FROM CERTAIN CLOSELY-
HELD CoRPORATIONS.-A distribution meets the requirements
of this subparagraph if such distribution is made by a quali-
fwd bank holding corporation which does not hone more
than 10 shareholders (within the meaning of section 1371
(a) (1)) and does not have as a shareholder a person (other
than an estate) which is not an individual, and if the Board
(after consultation with the Secretary or his delegate) cer-
bifes that-

(i) a distribution which meets the requirements of
subparagraph (B) or (C) is not appropriate to eectuate
section 4 or the policies of the Bank Holding Company
Ac, and

(ii) the distribution being made is necessary or ap-
propriate to effectuate section 4 or the policies of such
Act.

(4) ExcEvmx.-This subsection shall not apply to any distri-
bution by a corporation [which] if such corporation, a corpora-
tion having control of such corporation, or a subsidiary of such
corporation has made any distribution pursuant to subsection
(b) or has made an election under section 6158 with respect to
bank property (as defined in section 6158 (f) (3)).

(5) DisTRmvoNs INvOLVING GIFT OR commpESATioN.-In the
case of a distribution to which paragraph (1) or (2) applies[j]
but which-

(A) results in a gift, see section 2501,] and following, or
(B) has the effect of the payment of compensation, see

section 61[(a) (1)].
(b) ComoATION CEASING To BE A BANR HOLDING COMPANY.-

(1) DIsTRIBuTIONs OF PROPERTY WHICH CAUSE A CORPORATION TO

BE A BANK HOLDING COKPANY.-If-
(A) a qualified bank holding corporation distributes prop-

erty (other than stock received in an exchange to which
subsection (c) (3) applies)-

(i) to a shareholder (with respect to its stock held by
such shareholder, without the surrender by such share-
holder of stock in such corporation[; or], or

(ii) to a shareholder, in exchange for its preferred
stock [; or], or

(iii) to a security holder, in exchange for its securities
and], and

(B) the Board has, before the distribution, certified that-
(i) such property is all or part of the property by rea-

son of which such corporation controls (within the mean-
ing of section 2(a) of the Bank Holding Company Act
[of 1956]) a bank or bank holding company, or such
property is part of the property by reason of which such
corporation did control a bak or abank holding com-
pany before any property of the same kind was distrib-



uted under this subsection or exchanged under subsec-
tion (c) (3) [; and], and

(ii) the distribution is necessary or appropriate to
effectuate the policies of such Act,

then no gain to the shareholder or security holder from the
receipt of such property shall be recognized.

(2) DISTRIBuTIONS OF STOCK AND SECURITIES RECEIVED IN AN EX-

CuIANGE TO WHICH SUBSECTION (C) (3) APPLIES.-If-
(A) a qualified bank holding corporation distributes-

(i) common stock received in an exchange to which
subsection (c) (3) applies to a shareholder (with respect
to its stock held by such shareholder), without the sur-
render by such shareholder of stock in such corporation
[;or], or

(ii) common stock received in an exchange to which
subsection (c) (3) applies to a shareholder, in exchange
for its common stock [; or], or

(iii) preferred stock or common stock received in an
exchange to which subsection (c) (3) applies to a share-
holder, in exchange for its preferred stock C; or] , or

(iv) securities or preferred or common stock received
in an exchange to which subsection (c) (3) applies to a
security holder, in exchange for its securities C; and]
I and

(B) any preferred stock received has substantially the same
terms as the preferred stock exchanged, and any securities
received have substantially the same terms as the securities
exchanged,

then, except as provided in subsection (f), no gain to the share-
holder or security holder from the receipt of such stock or such
securities or such stock and securities shall be recognized.

[(3) NON PRO RATA DiTRIBUTToNs.-Paragraphs (1) and (2)
shall apply to a distribution whether or not the distribution is
pro rata with respect to all of the shareholders of the distributing
qualified bank holding corporation.]

(3) PRO RATA AND OTHER REQUIREMF.VTs.-For pro rata and
other requirements, see subsection (a) (3).

(4) ExCEPTION.-This subsection shall not apply to any dis-
tribution bv a corporation [which] if such corporation, a corpo-
ration having control of such corporation, or a subsidiary of such
corporation has made any distribution pursuant to subsection (a)
or has made an election under section 6158 with respect to pro-
hibited property.

(5) DISTRIBUTosS INVOLVING OIFr OR CoMPFISAON.-In the
case of a distribution to which paragraph (1) or (2) applies C.]
but which-

(A) results in a gift, see section 2501[.] and following, or
(B) has the effect of the payment of compensation, see

section 61[(a) (1)].
(c) PROPERTY ACQUIRED AFTER [MAY 15, 1955] July 7,1970.-

(1) IN GENERAL.-Except as provided in paragraphs (2) and
(3), subsection (a) or (b) shall not apply to-

(A) any property acquired by the distributing corporation
after [May 15, 1955] July 7, 1970, unless (i) gain to such



corporation with respect to the receipt of such property was
not recognized by reason of subsection (a) or (b), or (ii)
such property was received by it in exchange for all of its
stock in an exchange to which paragraph (2) or (3) applies,
or (iii) such property was acquired by the distributing corpo-
ration in a transaction in which gain was not recognized under
section 305(a) or section 332, or under section 354 or 356
(but only with respect to property permitted by section 354
or 356 to be received without the recognition of gain or loss)
with respect to a reorganization described in section [368 (a)
(1) (E)]368(a) (1) (A), (B), (E),or (F),or

(B) any property which was acquired by the distributing
corporation in a distribution with respect to stock acquired
by such corporation after [May 15,19551 July 7,1970, unless
such stock was acquired by such corporation (i) in a distribu-
tion (with respect to stock held by it on [May 15, 1955]
July 7, 1970, or with respect to stock in respect of which all
previous applications of this clause are satisfied) with respect
to which gain to it was not recognized by reason of subsection
(a) or (b), or (ii) in exchange for all of its stock in an ex-
change to which paragraph (2) or (3) applies, or (iii) in a
transaction in which gain was not recognized under section
305 (a) or section 332, or under section 354 or 356 (but only
with respect to property permitted by section 354 or 356 to be
received without the recognition of gain or loss) with respect
to a reorganization described in section [368(a) (1) (E)-[
368(a) (1) (A), (B), (E),or (F),or

(C) any property acquired by the distributing corpora-
tion in a transaction in which gain was not recognized under
section 332, unless such property was acquired from a cor-
poration which, if it had been a qualified bank holding corpo-
ration, could have distributed such property under subsection
(a) (1) or (b) (1)[.3, or

(D) any property acquired by the distributing corporation
in a transaction in which gain was not recognized under sec-
tion 354 or 356 with respect to a reorganization described in
section 368(a) (1) (A) or (B), unless such property was ac-
quired by the distributing corporation in exchange for prop-
erty which the distributing corporation could have distrib-
uted under subsection (a) (1) or (b) (1).

(2) ExciHANGEs NVOLvING PRoHInITED FROFERV.-If-

(A) any qualified bank holding corporation exchanges (i)
propertv,'which. under subsection (a) (1), such corporation
could distribute directly to its shareholders or security hold-
ers without the recognition of gain to such shareholders or
security holders, and other property (except property de-
scribed in subsection (b) (1) (B) (i)), for (ii) all of the stock
of a second corporation created and availed of solely for the
purpose of receiving such (property;] property,

(B) immediately after the exchange, the qualified bank
holding corporation distribtues all of such stock in a manner
prescribed in subsection (a) (2) (A) [; and], and



(C) before such [exchange] distribution, the Board has
certified (with respect to the property exchanged which con-
sists of property which, under subsection (a) (1), such corpo-
ration could distribute directly to its shareholders or security
holders without the recognition of gain) that the exchange
and distribution are necessary or appropriate to effectuate
section 4 of the Bank Holding Company Act [of 1956],

then paragraph (1) shall not apply with respect to such
distribution.

(3) EXCHANGES INVOLVINO INTERESTS IN BANKS.-If--

(A) any qualified bank holding corporation exchanges (i)
property which, under subsection (b)(1), such corporation
couid distribute directly to its shareholders or security holders
without the recognition of gain to such shareholders or secu-
rity holders, and other property (except prohibited prop-
erty), for (ii) all of the stock of a second corporation created
and availed of solely for the purpose of receiving such [prop-
erty:] property,

(B) immediately after the exchange, the qualified bank
holding corporation distributes all of such stock in a manner
prescribed in subsection (b) (2) (A) [; and], and

(C) before such [exchange] distribution, the Board has
certified (with respect to the property exchanged which con-
sists of property which, under subsection (b) (1), such corpo-
ration could distribute directly to its shareholders or security
holders without the recognition of gain) that-

(i) such property is all or part of the property by
reason of which such corporation controls (within the
meaning of section 2(a) of the Bank Holding Company
Act [of 1956]) a bank or bank holding company, or such
property is part of the property by reason of which such
corporation did control a bank or a bank holding com-
pany before any property of the same kind was dis-
tributed under subsection (b) (1) or exchanged under
this paragraph [; and] , and

(ii) the exchange and distribution are necessary or ap-
propriate to effectuate the policies of such Act,

then paragraph (1) shall not apply with respect to such distribu-
tion.

(d) DIsTRIBUTIoNs To Avom FEDERAL INCOE TAX.-
(1) PROHIBITED PROPERTY.-Subsection (a) shall not apply to a

distribution if, in connection with such distribution, the dis-
tributing corporation retains, or transfers after [May 15, 1955]
July 7, 1970, to any corporation, property (other than prohibited
property) as part of a plan one of the principal purposes of which
is the distribution of the earnings and profits of any corporation.

(2) BANKINO PEOPERTY.-Subsection (b) shall not apply to a
distribution if, in connection with such distribution, the dis-
tributing corporation retains, or transfers after [May 15, 1955]
July 7, 1976, to any corporation, property (other than property
described in subsection (b) (1) (B) (i)) as part of a plan one of
the principal purposes of which is the distribution of the earnings
and profits of any corporation.



((3) CERTAIN CONTRIBUTIONS TO CAPITAL.-In the case of a dis-
tribution a portion of which is attributable to a transfer which is a
contribution to the capital of a corporation, made after May 15,
1955, and prior to the date of the enactment of this part, if
subsection (a) or (b) would apply to such distribution but for the
fact that, under paragraph (1) or (2) (as the case may be) of
this subsection, such contribution to capital is part of a plan one of
the principal purpose of which is to distribute the earnings and
profits of any corporation, then, notwithstanding paragraph (1)
or (2), subsection (a) or (b) (as the case may be) shall apply to
that portion of such distribution not attributable to such contri-
bution to capital, and shall not apply to that portion of such dis-
tribution attributable to such contribution to capital.]

(a) FINAL CERTIFICATION-
[(1) FOR SUBSECTION (a).-Subsection (a) shall not apply with

respect to any distribution by a corporation unless the Board
certifies that, before the expiration of the period permitted under
section 4(a) of the Bank Holding Company Act of 1956 (includ-
ing any extensions thereof granted to such corporation under such
section 4(a)), the corporation has disposed of all the property
the disposition of which is necessary or appropriate to effectuate
section 4 of such Act (or would have been so necessary or appro-
priate if the corporation had continued to be a bank holding
company).

[(2) FoR SUBSECTION (b).-
[(A) Subsection (b) shall not apply with respect to any

distribution by any corporation unless the Board certifies
that, before the expiration of the period specified in sub-
paragraph (B), the corporation has ceased to be a bank hold-
ing company.

[(B) The period referred to in subparagraph (A) is the
period which expires 2 years after the date of the enactment
of this part or 2 years after the date on which the corpora-
tion becomes a bank holding company, whichever date is later.
The Board is authorized, on application by any corporation,
to extend such period from time to time with respect to such
corporation for not more than one year at a time if, in its
judgment, such an extension would not be detrimental to the
public interest; except that such period may not in any case
be extended beyond the date 5 years after the date of the
enactment of this part or 5 years after the date on which
the corporation becomes a bank holding company, whichever
date is later.]

(1) FoR SUBSECTION (a).-Subsertion (a) shall not apply with
respect to any distribution by a corporation us4bs the Board
certifies, before the close of the calendar year following the cal-
endar year in which the last distribution occurred, that the cor-
poration has (before the expiration of the period prohibited
property is permitted under the Bank Holding Company Act to
be heldby a bank holding company) disposed of all of the prop-
erty the disposition of which is necessary or appropriate to
effectuate section 4 of the Bank Holding Company Act.



(2) FOR sUBsEcTioN (b) .- Subsection (b) shall not apply with

respect to any distribution by a corporation unless the Board certi-

fies, before the close of the calendar year following the calendar

year in which the last distribution occurred, that the corporation

has (before the expiration of the period prohibited property is

permitted under the Bank Holding Company Act to be heldby

a bank holding company) ceased to be a bank holding company.

(f) CERTAIN EXCANGES OF SEcu aTirEs.-In the case of an exchange

described in subsection (a) (2) (A) (iv) or subsection (b) (2) (A) (iv,
subsection (a) or subsection (b) (as the case may be) shall apply only

to the extent that the principal amount of the securities received does

not exceed the principal amount of the securities exchanged.

SEC. 1102. SPECIAL RULES.
(a) BASIS OF PROPERTY AcQUREDn IN DIsTRIBuTioNs.-If, by reason

of section 1101, gain is not recognized with respect to the receipt of

any property, then, under regulations prescribed by the Secretary or

his delegate-
(1) if the property is received by a shareholder with respect to

stock[,] without the surrender by such shareholder of stock, the
basis of the property received and of the stock with respect to
which it is distributed shall, in the distributed's hands, be deter-
mined by allocating between such property and such stock the
adjusted basis of such stock[; or], or

[(2) if the property is received by a shareholder in exchange
for stock or by a security holder in exchange for securities, the
basis of the property received shall, in the distributed's hands, be
the same as the adjusted basis of the stock or securities exchanged,
increased by-

[(A) the amount of the property received which was
treated as a dividend, and

[(B) the amount of gain to the taxpayer recognized on the
property received (not including any portion of such gain
which was treated as a dividend.

(2) if the property is received by a shareholder in exchange
for stock or by a security holder in exchange for securities, the
basis of the property received shall, in the distributee's hands, be
the same as the adjusted basis of the stock or securities exchanged,
increased by the amount of gain to the taxpayer recognized on the
p roperty received.

(b PERoOs or LtITATO..-The periods of limitation provided in
section 6501 (relating to limitations on assessment and collection) shall
not expire, with respect to any deficiency (including interest and ad-
ditions to the tax) resulting 'solelv from the receipt of property by
shareholders in a distribution which is certified by the Board under
subsection (a), (b), or (c) of section 1101, until 5 years after the
distributing corporation notifies the Secretary or his delegate (in such
manner and with such accompanying information as the Secretary or
his delegate may by regulations [prescribe) that the period (includ-
ing extensions thereof) prescribed in section 4(a) of the Bank Hold-
ing Company Act of 1956, or section 1101(e) (2) (B), whichever is
applicable, has expired:] prescribe)-

(1) that the final certification required by subsection (e) of sec-
tion 1101 has been made, or



(2) that such final certification will not be made;
and such assessment may be made not withstanding any provision of
law or rule of law which would otherwise prevent such assessment.

(c) ALLOCATION OF EARNINGS AND PR OFITS.-
(1) DIsTRIBUTION OF STOCK IN A CONTROLLED CORPORATION.-In

the case of a distribution by a qualified bank holding corporation
under section 1101 (a)(1) or (b) (1) of stock in a controlled
corporation, proper allocation with respect to the earnings and
profits of the distributing corporation and the controlled corpo-
ration shall be made under regulations prescribed by the Secre-
tary or his delegate.

(2) EXCHANGES DESCRIBED IN SECTION 1101 (C) (2) OR (3).-In
the case of any exchange described in section 1101 (c) (2) or (3),
proper allocation with respect to the earnings and profits of the
corporation transferring the property and the corporation receiv-
ing such property shall be made under regulations prescribed by
the Secretary or his delegate.

(3) DEFINITION OF CONTROLLED CORPORATION.-For purposes of
paragraph (1), the term "controlled corporation" means a corpo-
ration with respect to which at least 80 percent of the total com-
bined voting power of all classes of stock entitled to vote and at
least 80 percent of the total number of shares of all other classes
of stock is owned by the distributing qualified bank holding
corporation.

(d) ITEMIZATION OF PROPERTY.-In any certification under this part,
the Board shall make such specification and itemization of property as
may be necessary to carry out the provisions of this part.

[(e) CERTAIN BANK HOLDING COMPANIE.-This part shall apply
in respect of any company which becomes a bank holding company as
a result of the enactment of the Act entitled "An Act to amend the
Bank. Holding Company Act of 1956", approved July 1, 1966 (Public
Law 89-485), with the following modifications:

[(1) Subsections (a) (3) and (b) (3) of section 1101 shall not
apply.

[(2) Subsections (a) (1) and (2) and (b) (1) and (2) of sec-
tion 1101 shall apply in respect of distributions to shareholders of
the distributing bank holding corporation only if all distribu-
tions to each class of shareholders which are made-

[(A) after April 12,1965, and
[(B) on or before the date on which the Board of Gov-

ernors of the Federal Reserve System makes its final certifica-
tion under section 1101(e),

are pro rata. For purposes of the preceding sentence, any redemp-
tion of stock made in whole or in part with property other than
money shall be treated as a distribution.

[(3) In applying subsections (c) and (d) of section 1101 and
subsection (b) of section 1103, the date "April 12, 1965" shall be
substituted for the date "May 15, 1955".

[(4) In applying subsection (d) (3) of section 1101, the date of
the enactment of this subsection shall be treated as being the date
of the enactment of this part.

[(5) In applying subsection (b) (2) (A) of section 1103, the
reference to the Bank Holding Company Act of 1956 shall be



treated as referring to such Act as amended by Public Law 89-
485.]

SEC. 1103. DEFINITIONS.
[(a) BANK HOLDING COMPANY.-For purposes of this part, the

term "bank holding company" has the meaning assigned to such term
by section 2 of the Bank Holding Company Act of 1956.]

(a) BANK HOLDING COMPANY; BANK HOLDING COMPANY Acr.-For
purposes of this part-

(1) BANK MOLDING COMPANY.-The term "bank holding coin-
pany" means-

(A) a bank holding company within the meaning of section
2(a) of the Bank Holding Company Act, or

(B) a bank holding company subsidiary within the mean-
ing of section 2(d) of such Act.

(2) BANK HOLDING COMPANY Acr.-The term "Bank Holding
Company Act" means the Bank Holding Company Act of 1956, asamended through December 31, 1970 (12 U.S.C. 1841 et seq.).

(b) QUALIFrIED BANK HOLDING CoRPRAoIaONq.-
(1) IN GENE AL.-Except as provided in paragraph (2), forpurposes of this part of the term "qualified bank holding corpora-tion" means any corporation (as defined in section 7701 (a) (3))which is a bank holding company and which holds prohibited

property acquired by it-
(A) on or before [May 15, 1955] July 7, 1970,
(B) in a distribution in which gain to such corporation

with respect to the receipt of such property was not recog-
nized by reason of subsection (a) or (b) of section 1101, or(C) in exchange for all of its stock in an exchange de-
scribed in section 1101 (c)(2) or (c)(3).

(2) Li riATIO-S.-
(A) A bank holding company shall not be a qualified bank

holding corporation, unless it would have been a bank hold-ing company on [May 15, 1955] July 7, 1970, if the BankHolding Conpany Act [of 1956] Amendmnents of 1970 hadbeen in effect on such date, or unless it is a bank holding com-
pany determined solely by reference to-

(i) property acquired by it on or before [May 15,1955]Julyl 7, 1970,
(ii) property acquired by it in a distribution in which

gain to such corporation with respect to the receipt of
such property was not recognized by reason of subsection
(a) or (b) of section 1101, [and] or

(iii) property acquired by it in exchange for all of its
stock in an exchange described in section 1101(c) (2) or
(3).

For purposes of this subparagraph, property held by a corpo-
ration having control of the corporation or by a subsidiary
of the corporation shall'be treated as held by the corporation.

(B) A bank holding company shall not be a qualified bank-holding corporation by reason of property described in sub-
paragraph (B) of paragraph (1) or clause (ii) of subpara-graph (A) of this paragraph, unless such property was ac-



quired in a distribution with respect to stock, which stock
was acquired by such bank holding company-

(i) on or before [Mav 15, 1955] July 7, 1970,
(ii) in a distribution (with respect to stock held by it

on [May 15, 1955] July 7, 1970. or with respect to stocks
in respect of which all previous applications of this clause
are satisfied) with respect to which gain to it was not
recognized by reason of subsection (a) or (b) of section
1101, or

(iii) in exchange for all of its stock in an exchange de-
scribed in section 1101 (c) (2) or (3).

(C) A corporation shall be treated as a qualified bank
holding corporation only if the Board certifies that it satisfies
the foregoing requirements of this subsection.

(3) CERTAIN SUCCESSOR CORPORATION .- For purposes of this
subsection, a successor corporation in a reorganization described
in section 368(a) (1) (F) shall succeed to the status of its prede-
cessor corporation as a qualified bank holding corporation.

(c) PamaITD PRoprirr.-For purposes of this part, the term "pro-
hibited property" means, in the case of any bank holding company,
property (other than nonexempt property) the disposition of which
would be necessary or appropriate to effectuate section 4 of the Bank
Holding Company Act [of 1956] if such company continued to be a
bank holding company beyond the period (including any extensions
thereof) specified in subsection (a) of such section [or in section 1101
(e) (2) (B) of this part, as the case may be. The term "prohibited
property" does not include shares of any company held by a bank
holding company to the extent that the prohibitions of section 4 of the
Bank Holding Company Act of 1956 do not apply to the ownership by
such bank holding company of such property by reason of subsection
(c) (5) of such section]. The term "prohibited property" also includes
shares of any company not in excess of 5 percent of the outstanding
voting shares of such company if the prohibitions of section 4 of such
Act apply to the shares of such company in excess of such 5 percent.

(d) NoxEz xnrr PnoPerTy.-For purposes of this part, the termnonexemptt property" means-
(1) obligations includingq notes, drafts, bills of exchange, and

bankers' acceptances) having a maturity at the time of issuance
of not exceeding 24 months, exclusive of days of grace[;],

(2) securities issued by or guaranteed as to principal or inter-
est by a government or subdivision thereof or by any instru-
mentality of a government or subdivision[; or]. or

(3) money. and the riaht to receive money not evidenced by a
security or obligation (other than a security or obligation de-
scribed in paragraph (1) or (2)).

(e) BOARD.-For purposes of this part, the term "Board" means the
Board of Governors of the Federal Reserve System.

(f) CONTROL; SUBSIDARY.-For purposes of this part-
(1) CoNerRoL.-Ecept as provided in section 1102(c) (3), a

corporation shall be treated as having control of another corpora-
tion if such corporation has control (within the meaning of sec-
tion 2(a) (2) of the Bank Holding Company Act) of such other
corporation.



(2) SuBsiDiARY.-The term "subsidiary" has the meaning given
to such terrm by section 2 (d) of the Bank Holding Company Act.

(g) ELECTION To FOREGO GRANDFATHER PROvISIoN FOR ALL PROP-

ESRY REPRESENTING PRE-JUNE 30, 1968, AcTivIrTEs.-Any bank hold-
ing company may elect, for purposes of this part and section 6158, to
have the determination of whether property is property described in
subsection (c) or is property eligible to be distributed without recog-
nition of gain under section 1101 (b) (1) made under the Bank Holding
Company Act as if such Act did not cotai the proviso of section 4(a)
(2) thereof. Any election under this subsection shall apply to all prop-
erty described in such proviso and shall be made at such time and in
such manner as the Secretary or his delegate may by regulations pre-
scribe. Any such election, one made, shall be irrevocable. An election
under this subsection or subsection (h) shall not apply unless the final
certification referred to in section 1101 (e) or section 6158 (c) (B), as the
case may be, includes a certification by the board that the bank holding
company has disposed of either all banking property or all nonbank-
ing property.

(h) EL CTioN To DvEST ALL BANKING OR NONBANK-ING PROPERTY
IN CASE OF CERTAIN CLOSELY-HELD BANK HOLDING COMPANIEs.-Any
bank holding company may elect, for purposes of this part and sec-
tion 6158, to have the determination of whether property is prop-
erty described in subsection (c) or is property eligible to be distrib-
uted without recognition of gain under section 1101(b) (1), made
under the Bank Holding Company Act as if such Act did not contain
clause (ii) of section 4(c) of such Act. Any election under this sub-
section shall apply to all property described in subsection (c), or to all
property eligible to be distributed without recognition of gain under
section 1101 (b) (1), as the case may be, and shall be made at such time
and in such manner as the Secretary or his delegate may by regulations
prescribe. Any such election, once made, shall be irrevocable.

* * * S S * *

Subtitle F-Procedure and Administration
* S * S * * *

CHAPTER 62-TIME AND PLACE
FOR PAYING TAX

* * S * 5 5 S

Subchapter A-Place and Due Date for Payment of Tax
See. 6151. Time and place for paying tax shown on returns.
Sec. 6152. Installment payments.
Sec. 6153. Installment payments of estimated income tax by individuals.
Sec. 6154. Installment payments of estimated income tax by corporations.
Sec. 6155. Payment on notice and demand.
Sec. 6156. Installment payments of tax on use of highway motor vehicles and

civil aircraft.
Sec. 6157. Payment of Federal unemployment tax on quarterly or other time

period basis.
see. 6158. Installment payment of tam attributable to divestitures pursuant to

Bank Holding Company Act Amendments of 1970.



SEC. 6151. TIME AND PLACE FOR PAYING TAX SHOWN ON RETURNS.
(a) GENERAL Ru.-Except as otherwise provided in this [section]

subchapter, when a return of tax is required under this title or regula-
tions, the person required to make such return shall, without assess-
ment or notice and demand from the Secretary or his delegate, pay
such tax to the internal revenue officer with whom the return is filed,
and shall pay such tax at the time and place fixed for filing the return
(determined without regard to any extension of time for filing the
return).

(b) ExcErrioNs.-
(1) INCOME TAX NOT COMPUTED By TAxAER.-If the taxpayer

elects under section 6014 not to show the tax on the return, the
amount determined by the Secretary or his delegate as payable
shall be paid within 30 days after the mailing by the Secretary or
his delegate to the taxpayer of a notice stating such amount and
makin demand therefor.

(2) YSE OF OVER MFENT DEPOSITAmEs.-For authority of the
Secretary or his delegate to require payments to Government de-
positaries, see section 6302(c).

(c) DATE FIXED FOR PAYMENT OF TAX.-In any case in which a tax
is required to be paid on or before a certain date, or within a certain
period, any reference in this title to the date fixed for payment of such
tax shall be deemed a reference to the last day fixed for such payment
(determined without regard to any extension of time for paying the
tax).

a S * * * * *

SEC. 6158. INSTALLMENT PAYMENT OF TAX ATTRIBUTABLE TO DI-
VESTITURES PURSUANT TO BANK HOLDING COMPANY
ACT AMENDMENTS OP 1970.

(a) ELECTION Op EXTENSON.-If, after July 7, 1970, a qualified
bank holding corporation sells bank property or prohibited property,
the divestiture of either of which the Board certifies, before such sale,
is necessary or appropriate to effectuate section 4 or the policies of the
Bank Holdinq Company Act, the tax under chapter I attributable
to such sale shall, at the election of the taxpayer, be payable in equal
annual installments beginning with the due date (determined with-
out extension) for the taxpayer's return of tax under chapter 1 for
the taxable year in which the sale occurred and ending with the cor-
responding date in 1985. If the number of installments determined
under the preceding sentence is less than 10, such number shall be in-
creased to 10 equal annual installments which begin as provided in
the preceding sentence and which end on the corresponding date 10
years later. An election under this subsection shall be made at such
time and in such manner as the Secretary or his delegate may by regu-
lations prescribed.

(b) LimeiAToNs.-
(1) TREATMENT NOT AVAILABLE TO TArPAYER FOR BOTH BANK

PROPERTY AND PROHIBITED pROPERTY.-This section shall not apply
to any sale of prohibited property if the taxpayer (or a corpora-
tion having control of the taxpayer or a subsidiary of the tax-



payer) has made an election under subsection (a) with respect to
bank property or has made any distribution pursuant to section
1101 (b). This section shall not apply to bank property if the tax-
payer (or a corporation having control of the taxpayer or a sub-
sidiary of the taxpayer) has ;mde an election under subsection
(a) with respect to prohibited property or has made any distribu-
tion pursuant to section 1101(a).

(2) TREATMENT NOT AVAILABLE FOR CERTAIN INSTALLMENT

SALES.-No election may be made under subsection (a) with re-
spect to a sale if the income from such sale is being returned at the
time and in the nawnner provided in section 453 (relating to in-
stallment method).

(c) ACCELERATION OF PA YENS.-If an election is made under sub-
section (a) and before the tax attributable to such sale is paid in
full-

(1) any installment under this section is not paid on or before
the date fixed by this section for its payment, or

(2) the Board fails to make a certification similar to the appli-
cable certification provided in section 110 (e) within the time pre-
scribed therein (for this purpose treating the last such sale as
constituting the last distribution),

then the extension of time for payment of tax provided in this sec-
tion shall cease to apply, and any portion of the tax payable in in-
stallments shall be paid on notice and demand from the Secretary or
his delegate.

(d) PRORATION OF DEFICIENCY TO INSTALTMFNTS.-If an election is
made under subsection (a) and a deficiency attributable to the sale
has been assessed, the deficiency shall be prorated to such installments.
The part of the deficiency so prorated to any installment the date for
payment of which has not arrived shall be collected at the same time
as, and as part of, such installment. The part of the deficiency so
prorated to any installment the date for payment of which has arrived
shall be paid on notice and demand from the Secretary or his dele-
gate. This subsection shall not apply if the deficiency is due to negli-
gence, to intentional disregard of rules and regulations, or to fraud
with intent to evade tax.

(e) BOND MVAY BE RFQ ?UIR.-If an election i;s made under this
section, section 6165 shall apply as though the Secretary were extend-
ing the time for payment of the tax.

(f) DEFINiTioNs.-For purposes of this section-
(1) TERM8 HAVE MEANINGS GIVEN TO T7EM BY SECTION 11Os.-

The terms "qualified bank holding corporation". "Bank Hold-
ing Company Act", "Board"; "control", and "subsidiary" have
the respective meanings given to such terms by section 1103.

(2) PROHIBITED PnOPERT.-The term "prohibited property"
means property held by a qualified bank holding corporation
which could be distributed without recognition of gain under
section 1101 (a) (1).

(3) BANK PROPERTY.-The term "bank property" means prop-
erty held by a qualified bank holding corporation which could
be distributed without recognition of gain under section 1101
(b) (1).



(g) CROSS REFERENCS.-
(1) Security.-For authority of the Secretary or his dele-

gate to require security in the case of an extension under this
section, see section 6165.

(2) Period of limitation.-For extension of the period of
limitation in the case of an extension under this section, see
section 6503(i).

CHAPTER 66-LIMITATIONS

Subchapter A-Limitations on Assessment and
Collection

SEC. 6503. SUSPENSION OF RUNNING OF PERIOD OF LIMITATION.
(a) ISSUANCE OF STATUTORY NOTICE OF DEFICIENCY.-

(1) GENERAL RULE.-The running of the period of limitations
provided in section 6501 or 6502 on the making of assessments or
the collection by levy or a proceeding in court, in respect of any
deficiency as defined in section 6211 (relating to income, estate,
gift and certain excise taxes), shall (after the mailing of a notice
under section 6212 (a)) be suspended for the period during which
the Secretary or his delegate is prohibited from making the assess-
ment or from collecting by levy or a proceeding in court (and in
any event, if a proceeding in respect of the deficiency is placed on
the docket of the Tax Court, until the decision of the Tax Court
becomes final), and for 60 days thereafter.

(2) CORPORATION JOINING IN CONSOLIDATED INCOME TAX RE-
TERE.-If a notice under section 6212(a) in respect of a deficiency
in tax imposed by subtitle A for any taxable year is mailed to a
corporation, the suspension of the running of the period of limi-
tations provided in paragraph (1) of this subsection shall apply
in the case of corporations with which such corporation made a
consolidated income tax return for such taxable year.

(b) ASSETS OF TAXPAYER IN CONTROL OR CusTonY OF CovrT.-The
period of limitations on collection after assessment prescribed in sec-
tion 6502 shall be suspended for the period the assets of the taxpayer
are in the control or custody of the court in any proceeding before any
court of the United States or of any State or of the District of Colum-
bia, and for 6 months thereafter.

(c) TAXPAYER OUTSmE UNITED STATEs.-The running of the period
of limitations on collection after assessment prescribed in section 6502
shall be suspended for the period during which the taxpayer is outside
the United States if such period of absence is for a continuous period
of at least 6 months. If the preceding sentence applies and at the time
of the taxpayer's return to the United States the period of limitations
on collection after assessment prescribed in section 6502 would expire



before the expiration of 6 months from the date of his return, such
period shall not expire before the expiration of such 6 months.

(d) EXTENSIONS OF TIME FOR PAYMENT OF ESTATE TAx.-The run-
ning of the period of limitations for collection of any tax imposed by
chapter 11 shall be suspended for the period of any extension of time
for payment granted under the provisions of section 6161(a) (2) or
(b) (2) or under the provisions of section 6166.

(C) CERTAIN POwERS OF APFOINTMENT.-The running of the period
of limitations for assessment or collection of any tax imposed by
chapter 11 shall be suspended in respect of the estate of a decedent
claiming a deduction under section 2055(b) (2) until 30 days after
the expiration of the period for assessment or collection of the tax
imposed by chapter 11 on the estate of the surviving spouse.

(f) ExTENsiONs OF TIME FOR PAYMENT OF TAX ATTRIBUTABLE TO
RECOVERIES OF FOREIGN ExPRORrATION LossEs.-The running of the
period of limitations for collection of the tax attributable to a recov-
ery of a foreign expropriation loss (within the meaning of section
6167(f)) shall be suspended for the period of any extension of time
for payment under subsection (a) or (b) of section 6167.
() WnoNoFU SEIZUE OF PROPERTY OF THIRD PAR.-The runningof the period of limitations on collection after assessment prescribe

in section 6502 shall be suspended for a period equal to the period from
the date property (including money) of a third party is wrongfully
seized or received by the Secretary or his delegate to the date the Sec-
retary or his delegate returns property pursuant to section 6343 (b) or
the date on which a judgment secured pursuant to section 7426 with
respect to such property becomes final, and for 30 days thereafter. The
running of the period of limitations on collection after assessment
shall he suspended under this subsection only with respect to the
amount of such assessment equal to the amount of money or the value
of specific property returned.

(h) SUSPENSION PENDING Co iuECTio.-The running of the periods
of limitations provided in sections 6501 and 6502 on the making of
assessments or the collection by levy or a proceeding in court in re-
spect of any tax imposed by chapter 42 or section 507 or section 4971
or section 4975 shall be suspended for any period described in section
507(g) (2) or during which the Secretary or his delegate has extended
the time for making correction under section 4941 (e) (4), 4942(j) (2),
4943 (d) (3), 4933 (e) (3), 4945(i) (2), 4

971 (c) (3), or 4975 (f) (4).
(i) E TENSION OF TIME FOR C(OEFCTING TAix A TTRrJRTAREF TO Di-

VESTITURFS PURSUANT TO BANK 1lOErDVc COMPANY Ar AMF.VDMERNT
OF 1970.-The running of the period of limitations for collection of the
tax attributable to a sale 'with respect to which the taxpayer makes8 anelection under section 6158(a) shall be suspended for the period ur.
inq which there are any unpaid installments of such tax.

(i)1 (j) CeosS REPn'RCES.-

For suspension in case of-
(1) Deficiency dividends of a personal holding com-

pany, see section 547(f).
(2) Bankruptcy and receiverships, see subchapter B

of chapter 70.
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(3) Claims against transferees and fiduciaries, see
chapter 71.

CHAPTER 67-INTEREST

Subchapter A-Interest on Underpayments
a S * S S S S

SEC. 6601. INTEREST ON UNDERPAYMENT, NONPAYMENT, OR EXTEN-
SIONS OF TIME FOR PAYMENT, OF TAX.

(a) GENERAL Ru-.-If any amount of tax imposed by this title
(w ether required to be shown on a return, or to be paid by stamp or

by some other method) is not paid on or before the last date prescribed
for payment, interest on such amount at an annual rate established
under section 6621 shall be paid for the period from such last date to
the date paid.

(b) IAsT DATE PRESCRB-D FOR PAYMENT.-For purposes of this
section, the last date prescribed for payment of the tax shall be de-
termined under chapter 62 with the application of the following rules:

(1) EXTENSIONS OF TIMM DISoEAEFED.-The last date prescribed
for payment shall be determined without regard to any extension
of time for payment.

(2) INSTALLMENT PAYMENTS.-In the case of an election under
section 6152(a) [or 6156(a)3, 6156(a), or 6158(a), to pay the
tax in installments-

(A) The date prescribed for payment of each installment
of the tax shown on the return shall be determined under
section 6152(b) [or 6156(b)], 6156(b), or 6158(a), as the
case may be, and

(B) The last date prescribed for payment of the first in-
stallment shall be deemed the last date prescribed for pay-
ment of any portion of the tax not shown on the return.

For purposes of subparagraph (A), section 6158(a) shall be
treated as providing that the date prescribed for payment of each
installment shall not be later than the date prescribed for pay-
ment of the 1985 installment.

(3) JoPnxnY.-The last date prescribed for payment shall be
determined without regard to any notice and demand for payment
issued, by reason of jeopardy (as provided in chapter 70), prior
to the last date otherwise prescribed for such payment.

(4) LAST DATE FOR PAYMENT NOT OTHERWISE PRESCRIBED.-In the
case of taxes payable by stamp and in all other cases in which the
last date for payment is not otherwise prescribed, the last date
for payment shall be deemed to be the date the liability for tax
arises (and in no event shall be later than the date notice and
demand for the tax is made by the Secretary or his delegate).



(C) SUSPENSION OF INTEREST IN CERTAIN INCOME, ESTATE, GIFT, AND
CHAPTER 42 OR 43 TAX CASEs.-In the case of a deficiency as defined in
section 6211 (relating to income, estate, gift, and certain excise taxes),
if a waiver of restrictions under section 6213 (d) on the assessment of
such deficiency has been filed, and if notice and demand by the Sec-
retary or his delegate for payment of such deficiency is not made with-
in 30 days after the filing of such waiver, interest shall not be imposed
on such deficiency for the period beginning immediately after such
30th day and ending with the date of notice and demand.

(d) IN"cOME TAX REDUCED BY CARRYBACK OR ADJUSTMENT FOR CER-
TAIN UNusED DEDUCTIONS.-

(1) NET OPERATING LOSS OR CAPITAL LOSS CARRBACK.-If 'the
amount of any tax imposed by subtitle A is reduced by reason of
a carryback of a net operating loss or net capital loss, such reduc-.
tion in tax shall not affect the computation of interest under this'
section for the period ending with the last day of the taxable year
in which the net operating loss or net capital loss arises.

(2) INVESTMENT CREDIT CARRYBACK.-If the credit allowed by
section 38 for any taxable year is increased by reason of an invest-
ment credit carryback, such increase shall not affect the compu-
tation of interest under this section for the period ending with the
last day of the taxable year in which the investment credit carry-
back arises, or, with respect to any portion of an investment credit
carrvback from a taxable year attributable to a net operating loss
carryback or a capital loss carryback from a subsequent taxable
year, such increase shall not affect the computation of interest
under this section for the period ending with the last day of such
subsequent taxable year.

(3) ADJUSTMENT FOR CERTAIN UNUSED DEDUCTIONS OF LIFE IN-
51RANCE CoNPANIES.-If the amount of any tax imposed by sub-
title A is reduced by operation of section 815(d) (55) relatingz to
reduction of policyholders surplus account of life insurance com-
panies for certain unused deductions), such reduction in tax shall
not affect the computation of interest under this section for the
period ending with the last day of the last taxable year to which
the loss described in section 815(d) (5) (A) is carried under sec-
tion 812(b) (2).

(4) WORK INCENTIVE PROOm.Rm CREDIT CARRWBACK.-If the credit
allowed by section 40 for any taxable year is increased by reason
of a work'incentive program credit carryback. such increase shall
not affect the computation of interest under this section for the
period ending with the last day of the taxable year in which the
work incentive program credit carryback arises, or, with respect
to any portion of a work incentive program carryback from a tax-
able year attributable to a net operating loss carryback or a capi-
tal loss carryback from a subsequent taxable year, such increase
shall not affect the computation of interest unAer this section for
the period ending with the last day of such subsequent taxable
year.

(e) APPLICABLE RuLRS.-Except as otherwise provided in this title-
(1) INTEREST TREATED AS TAx.-Interest prescribed under this

section on any tax shall be paid upon notice and demand, and
shall be assessed, collected, and paid in the same manner as taxe.s.
Any reference in this title (except subchapter B of chapter 63,



relating to deficiency procedures) to any tax imposed by this title
shall be deemed also to refer to interest imposed by this section on
such tax.

(2) No INTEREST ON INTEREST.-NO interest under this section
shall be imposed on the interest provided by this section.

(3) INTEREST ON PENALTIES, ADDITIONAL AMOUNTS, OR ADDITIONS

TO THE TAX.-Interest shall be imposed under subsection (a) in
respect of any assessable penalty , additional amount, or addition
to the tax only if such assessabe penalty, additional amount, or
addition to the tax is not paid within 10 days from the date of
notice and demand therefor, and in such case interest shall be
imposed only for the period from the date of the notice and de-
mand to the date of payment.

(4) PAYMENTS MADE WITHIN 10 DAYS AFTER NOTICE AND DE-

MAND.-If notice and demand is made for payment of any
amount, and if such amount is paid within 10 days after the date
of such notice and demand, interest under this section on the
amount so paid shall not be imposed for the period after the date
of such notice and demand.

(f) SATISFACTION BY CREDITS.-If any portion of a tax is satisfied by
credit of an overpayment, then no interest shall be imposed under this
section on the portion of the tax so satisfied for any period during
which, if the credit had not been made, interest would have been allow-
able with respect to such overpayment.

(g) LIMITATION ON ASSESSMENT AND COLLECTION.-Interest pre-
scribed under this section on any tax may be assessed and collected at
any time during the period within which the tax to which such interest
relates may be collected.

(h) EXCEPTION AS TO ESTIMATED TAx.-This section shall not apply
to any failure to pay estimated tax required by section 6153 (or sec-
tion 59 of the Internal Revenue Code of 1939) or section 6154.

(i) ExcErON AS TO FEDERAL UNEMPLOYMENT TAx.-This section
shall not apply to any failure to make a payment of tax imposed by
section 3301 for a calendar quarter or other period within a taxable
year required under authority of section 6157.

(j) No INTEREST ON CERTAIN ADJUSTMENTS.-
For provisions prohibiting interest on certain adjustments in

tax, see section 6205 (a).


